Pl LOT PROJECT FOR DEMAND- BASED EMPLOYMENT AND TRAI NI NG SYSTEM

EXECUTI NG ACGENCY!

BACKGROUND:

BENEFI Cl ARl ES:

OGBJECTI VES

(TC- 97- 05- 24-7)

EXECUTI VE SUMVARY

The Mnistry of Labor and Social Wlfare (Mnisterio
de Trabajo y Bienestar Social -M NTRABS) .

The CGovernnment of Panama (GOPN) and the private
sector have recogni zed that the devel opnent of human
capital is essential for job creation and sustained
econom ¢ growth, and are pushing for a reform of the
existing enployment and training system Its key
elements include the building of a policy making
framework for pronoting human capital devel opnent,
and increasing the private sector's role in financing
and delivering training.

M F assistance is requested to finance a first phase
of this reform to: (i) establish a structured
di al ogue anong key actors including private sector
busi ness leaders to agree on reforns; (ii) develop
policies, appropriate incentives and institutional

mechani sns to nanage training policies and prograrns;

(iii) restructure financing schenes to diversify
training investnents and elimnate barriers to the
efficient allocation of resources; and (iv) test new
types of training prograns to build the institutiona

capacity and the knowhow in this sector. The
proposed project would inplenment these actions over a
three-year period, facilitating the definition of
nore anbitious prograns for a second phase.

The proposed project will: (i) directly benefit 2,000
econom cally disadvantaged young nen and women
participating in the program and (ii) inprove the
conpetitiveness of 300 participating firms and the
productivity of at least 75% of their workers.
Moreover, the reform and program proposals to be
devel oped will enable the Government and the private
sector to target resources nore effectively to
prograns that aim to: (1) i ncrease wor kforce
conpetitiveness; and (ii) inprove the enployability
of the unenpl oyed.

The general objective is to build initial capacity to
begin the nodernization of the enploynent and
training system The specific objectives are to: (i)
develop a consensus anong the public and private
sectors on new training policies and prograns; (ii)
formulate reform proposals; (iii) stinmulate the
creation of a training industry; and (iv) build I ong-
t erm program devel opment and i npl enentati on capacity.

Specific results include: (i) achieving nationa

consensus and stakehol der support for the proposed
shift to a demand oriented and private- sector |ed
reform (ii) the introduction of new legislation to
defi ne t he new organizati onal f r amewor k and
guidelines for managing the new training system
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including the liberalization of financing, the
i ntroduction of cost sharing schenes and proposed new
progranms; and (iii) enterprise-based training and
youth training nodels tested in 300 firnms and anong
2,000 unenpl oyed youth, respectively.

The proposed project has two interlinked conponents
to advance In two areas: Conponent |. Policy
Devel opnent and Institutional St rengt heni ng,
establish an institutional framework to define future
training policy and guide training investnents and
wi Il focus on policy and program design and capacity
building (for private-sector |eaders, policy makers
and training specialists); and Conponent Il. Pilot
Training Activities, WIlIl introduce and test the
ef fectiveness of alternative enploynent and training
strategies, as well as provide a |earning-by-doing
opportunity to a wi der variety of actors
(enterprises, training providers, youth and workers).
A public awareness canpaign, to educate youth and
firms about this program while also nobilizing
consensus for the reform process, will be financed
under this project. Toget her, these activities
should help advance the knowhow and commtnents
needed to define the new system and lay the ground
work for the future.

A recently established public-private Enploynment and

Training Council will help direct the reform process
and oversee the project. The fact that these
initiatives will be developed through a structured

di al ogue between private and public stakehol ders,
will help ensure the sustainability of this effort to
create a human resource base.

Modal i ty: G ant

MF, Facility I1: Us$2, 690, 000

Count er part/ Reci pi ent : Us$2, 690, 000

Tot al : US$5, 380, 000

Execution peri od: 36 nont hs

Di sbursenent peri od: 39 nont hs

The Environment al Managenent Conmittee, at its

meeting on August 29, 1996, classified this as a
Category |l operation.

The first set of benefits wll be: (i) the
devel opnment of a national consensus on the needed
reforns of the enploynment and training system (ii)
the preparation of a financial reformproposal; (iii)
the establishment of a proposed institutional
framework to support the system and (iv) the
devel opnment of prograns that would be inplenented
under the new system

The second set of benefits wll come from the
activities executed in Conponent 2 which will provide
concrete experiences and provide a frane of reference
for inmplenenting effective training schenmes on a
larger scale in the future and enrich the policy and
program devel opnent process. Pilot 1, Enterprise-
Based Training is expected to increase private sector
investment in training and inprove the capacity of
300 Panamanian firms to identify, select and contract
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servi ces. It is expected that the training support
provi ded to t hese firns will i mprove t he
conpetitiveness of the 300 firms and the productivity
of at least 75% of their workers. In addition, this
pilot will have stimulated the devel opnent of the
training market by inproving the supply of training
services available to small and medi um ent erpri ses.
Pilot 2, Training for Disadvantaged Youth, wll
directly benefit 2,000 unenployed |ow-inconme youth
while also having the Dbroader benefit of: (i)
stimulating the growh of a private sector training
i ndustry; and (ii) introducing new schemes for
i mproving the enployability of |abor force entrants.

Gven the traditional role of the official training
institution, National Vocational Training Institute
(INAFORP) in the execution of training projects wth
nati onal and international resources, the decision to
give primary responsibility for this project to a
public-private Enploynent and Training Council, along
with the fact that private training providers would
be encouraged to conpete for public resources, could
create conflicts. To minimze the risk, M NTRABS has
involved [INAFORP in the sector di al ogue, in
consultations related to project preparation and as
one of the nenbers of the Council.

The potential change in governnent in 1999 could
affect the nomentumto push the reformthat currently
exi sts. However, the fact that the private sector is
driving the reform process, and that the reform is
al ready underway should help mtigate this risk.

The operation would be subject to the follow ng
conditions. Up to US$25,000 of the MF grant will be
made available for MNETRAB to contract technical
assistance to conmplete the action plan. Any further
di sbhursenents shall be subject to M NTRABS presenting
to the Bank for its approval the following itens: (i)
evidence that the Council has selected a project
director, acceptable to the Bank and based on terns
of reference agreed upon with the Bank; (ii) an
action plan including a detailed tinetable wth
target dates for each project activity and tinelines
for technical assistance activities; (iii) subm ssion
of a tinetable reflecting the necessary conmtnents
by I NAFORP and | FARHU to inpl ement perfornance-based
budgeting (para. 4.2); and (iv) evidence that the
@OPN s annual contribution to local counterpart has
been all ocated for each year of execution.

Procedures pertaining to services contracted by the
private sector and services provided by the executing
agency, are detailed in Chapter |V, Disbursenment and
Procurenment (par. 4.1).



